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Solutions
for
1995
Il TAKES MORE THAN A STRATEGIC PLAN AND PER­
SONAL DEDICATION TO MAKE A BUSINESS PROFITABLE.
It also takes tax smarts. T he business world
TODAY IS LOADED WITH TAX TRAPS FOR THE
UNWARY. By AVOIDING THOSE TRAPS, YOU COULD
SAVE THOUSANDS O F TAX DOLLARS. This BROCHURE
HIGHLIGHTS VARIOUS TAX ISSUES THAT MAY AFFECT
YOUR BUSINESS AND LISTS PROVEN TAX-SAVING TIPS
FROM CERTIFIED PUBLIC ACCOUNTANTS (CPAs) —
THE FOREMOST AUTHORITIES ON REDUCING TAXES
AND MAXIMIZING PROFITS.
a CPA' s____
 
GUIDE
FOR SMALL
BUSINESSES
i
JUST THE NUMBERS
The amount of tax you owe can vary dramatically 
depending on whether business income is taxed at 
the individual or corporate rate. Individual rates 
begin at 15 percent, but may reach 39.6 percent.
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The corporate rates are as follows:
Taxable Income
Over Not Over Tax Rate
$ 0 $ 50,000 15%
50.000 75,000 25
75.000 100,000 34
100,000 335,000 39
335.000 10.000,000 34
10,000,000 15,000,000 35
15,000.000 18,333,333 38
18,333,333 35
  
CH O O SIN G  A BUSIN ESS E N TITY
Since tax rates for corporations and individuals 
differ, business owners must evaluate whether 
they have chosen the most appropriate organiza­
tional form for their business. Under the laws of 
most states, a business may operate as a sole pro­
prietorship. a partnership, a corporation, or as a 
limited liability company, or LLC, (or limited lia­
bility partnership).
Sole Proprietorships and Partnerships. In general, 
income and losses earned by sole proprietorships 
and partnerships are “passed through" and taxed 
to the owners. Thus, sole proprietors and part­
ners are subject to individual income tax as busi­
ness income is earned.
C  Corporations. If a business is incorporated, the IRS 
taxes the corporation as a regular C corporation, 
unless the owners choose to elect S corporation 
status. Regular C corporations and their owners 
are taxed as separate taxable entities. Therefore,
C corporation income is taxed once at the corpo­
rate level as it is earned, and then a second time 
at the shareholder level, if C corporation earnings 
are distributed to the shareholders as dividends 
or upon liquidation when assets of the corpora­
tion are sold. For this reason, income from a C 
corporation is said to be subject to a “double” 
tax. For some C corporation shareholders, stock 
sales of “qualified small business stock are taxed 
at half the normal capital gains rate, or 14 per­
cent. This advantage may make C corporation 
status preferable over S corporation and LLC. To 
qualify, the C corporation stock must have been 
issued after August 10, 1993, acquired at its 
original issue, and the stockholder must own the 
stock for at least five years. A “qualified small 
business” is a C corporation with aggregate gross
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assets up to $50 million that is engaged in the 
active conduct of a qualifying business. Many 
restrictions apply, so he sure to consult with your 
CPA to see if you qualify.
S Corporations. S corporations generally are not 
subject to corporate income tax. Instead, S corpo­
ration earnings are taxed to the owners at their 
individual tax rates, whether or not the income is 
actually distributed to them. However, S corpora­
tion distributions usually aren’t taxable to the S 
corporation shareholder. Not all corporations are 
eligible to be taxed as an S corporation.
Limited Liability Companies. Most states have enact­
ed statutes recognizing LLCs — business entities 
that combine the limited liability advantages of 
corporations with the tax advantages of partner­
ships. As with corporations, own ers of LLCs gen­
erally are not liable for debts and obligations of 
the LLC. Plus, LLCs may be treated as partner­
ships for tax purposes. If that is the case, income 
earned by an LLC is taxed to the owners at their 
individual rates. Thus, there is no separate tax 
assessed against the LLC’s income.
Personal Service Corporations. Personal Service 
Corporations, or PSCs, are employee-owned cor­
porations providing services in fields such as 
health, law, engineering, architecture, accounting, 
and consulting. PSCs pay tax at a "flat" tax rate 
of 35 percent, regardless of the level of income. If 
the PSC is a C corporation, you may be able to 
reduce income taxes by paying yourself additional 
salary, as long as the applicable personal marginal 
tax rate is below 35 percent. Although these 
salary payments will be subject to employment 
taxes, overall taxes may be reduced. Also you can 
avoid the flat rate on PSC income by electing to
have the PSC taxed as an S corporation, or by 
converting the business to an LLC, Before con­
verting to LLC status, check with a CPA. There 
could be adverse tax consequences.
TAX t rimming TIPS For small businesses
Tax Deductions for Rental Payments. As a business 
owner, you may be able to reduce overall taxes by 
buying real property or equipment and then leas­
ing it to your business at a reasonable rate. The 
corporation can deduct the rent, and the pay­
ments the business makes to you are not subject 
to employment taxes.
Reducing FICA Taxes. Owners/emplovees of an S 
corporation may be able to reduce overall FICA 
taxes assessed on wages by treating withdrawals 
from S corporations as corporate distributions 
rather than compensation for services. However, 
the reduced salary must clearly constitute ade­
quate compensation.
Employers vs. Independent Contractors. You may be 
able to save on FICA taxes (as well as fringe ben­
efits) by classifying a worker as an independent 
contractor. However, be sure you know the rules 
regarding treatment of an individual as an inde­
pendent contractor versus an employee. You will 
face stiff penalties for misclassifying a true 
employee as an independent contractor.
Retirement Plan Contributions. Employers can 
deduct contributions to IRS-qualified retirement 
plans for their employees. The maximum amount 
of an employee’s annual compensation that may 
be considered in computing qualified plan contri­
butions is $150,000. Therefore, owners/employ­
ees who earn more than $150,000 may wish to 
consider installing nonqualified deferred compen­
sation arrangements.
C afeteria Plans. Flexible spending accounts provide 
tax savings to the employee as well as the employer 
because the contributions are not subject to federal 
income tax or FICA or FUTA taxes. In addition, con­
tributions may be free from state and local income tax.
B u siness Property Depreciation. Generally, businesses 
can elect to immediately deduct up to $17,500 of 
the cost of qualifying property in the year it is 
placed into service. Keep in mind that the imme­
diate expensing deduction is limited to personal 
property used in the taxpayer’s business (such as 
office equipment or machinery ) and begins to be 
phased out once the cost of the qualifying proper­
ty exceeds $200,000.
Travel, Meal, and Entertainment Expenses. If your 
business routinely reimburses employees for trav­
el, meal, and entertainment costs, make sure that 
you meet the accountable employee reimburse­
ment plan rules to ensure that such reimburse­
ments will be deductible by your business (50 
percent for meals and entertainment) and that 
they will not be treated as taxable income to the 
employee. The rules mandate that the employee 
submit adequate documentation to support the 
deduction. If you pay your employees a “per 
diem" allowance in lieu of reimbursed actual trav­
el and meal expenses, you have substantiated the 
amount of the employee’s expenses as long as the 
amount of the per diem doesn't exceed the federal 
per diem rate. In general, the allow able per diem 
rate varies depending on geographic location.
Obsolete Inventory. Review the rules for deducting
obsolete inventory. Goods that cannot be sold at 
normal prices or in the normal way because of 
damage or changes of style may be valued at bona
fide selling prices, less direct costs of disposition. 
Take necessary steps, such as disposing of obso­
lete inventory, to realize expected losses.
Bad Debts. If your business uses the accrual method 
of accounting, review all outstanding debts to 
determine which debts are uncollectible. If you 
have outstanding bills with no chance of collection, 
write them off by year-end. The IRS allows the 
deduction in the year the debt becomes worthless.
Tax Credits. Take advantage of any tax credits that 
are available to you or your business. A targeted
jobs tax credit is available for employing certain 
employees and youth workers. Credits are also 
available for certain research and experimentation 
expenses, as well as for costs incurred to render 
facilities accessible to the handicapped.
See Your Financial Adviser. Even for the smallest 
business, tax rules can be complex and compliance 
difficult. CPAs can provide the expertise you need 
to minimize your taxes and maximize your profits.
The information in this brochure is for general purposes and is not intended 
as specific advice for any individual business. In addition, late-breaking tax 
developments may alter certain tax-planning strategies. Before acting on any 
advice, contact a CPA.
